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In mid-March, the International Monetary Fund (IMF) announced approval of a US$136 million loan
to finance Nicaragua's economic program for 1998-2000 under the Enhanced Structural Adjustment
Facility (ESAF). Other funds from the World Bank and the Inter-American Development Bank (IDB)
will bring the total to more than US$550 million for the same period. The ESAF funds will support an
ambitious program of economic transformation, attacking a wide range of Nicaragua's problems.
During the next three years, President Arnoldo Aleman's administration will try to meet IMF
macroeconomic goals, such as reducing the fiscal deficit to 9% of GDP from 9.7% in 1997 while
weaning itself from dependence on support from donor countries. At the same time, it will attempt
to raise the economic growth rate from less than 5% to 6% by 2000 and increase budget allocations to
poverty-alleviation programs. Nicaragua also agreed to privatize many important state enterprises,
including the ports and the potable water, electricity, and telecommunication services.

President promises no public employees will be laid off
For 1998, the government agreed to reduce the size of the public sector, freeze public expenditures,
increase the tax base, and eliminate export subsidies. But Aleman reassured labor unions that ESAF
funding will not result in massive layoffs in the public sector. The letter of intent the government
signed with the IMF to clear the way for ESAF funds specifies, however, that at least 7,650 public
workers will be discharged by December 1998. That figure does not include public employees who
move to the private sector as state businesses are privatized. Also, in the process of privatization, it is
assumed some workers will be laid off.
Central Bank president Noel Ramirez explained that the IMF agreement includes no obligation
to lay off anyone. IMF representative Jose Gil, present when Aleman promised there would be no
layoffs, said only that Nicaragua must show it has fiscal "discipline" to comply with the terms of the
funding. The agreement improves Nicaragua's chances for other international funds such as a US
$1.2 billion loan over three years to finance rural development, said Ramirez. In addition, Nicaragua
will now have IMF backing when it asks the Paris Club of creditor nations to renegotiate payments
on the bilateral foreign debt, lowering annual service costs by US$220 million over the next three
years. Besides renegotiation, Aleman is counting on cancellation of a large part of the foreign debt.
"If we cannot count on debt forgiveness, the country will sink into misery," he said.
Savings from debt restructuring will go to social spending on schools, roads, and higher salaries for
teachers and doctors. The three-year plan also includes a search for donor-country funding to cover
spending in health and education. In short, the bulk of the three-year plan depends on multilateral
and bilateral funding, debt cancellation, and donations, coupled with a strategy as yet undisclosed
to minimize layoffs, avoid strikes against privatization, and secure political support from the Frente
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Sandinista de Liberacion Nacional (FSLN), which announced it would not attend Aleman's political
conferences on the ESAF and its implications.

Rate increases in state services are part of agreement
The ESAF funds come at a price, even without layoffs. The agreement calls for a 1.5% monthly
increase in electricity rates and a similar increase in water and sewerage charges. Controversy
has already erupted over the rate hikes. Some legal experts have claimed the increases are illegal
because they were not approved through the normal lawmaking process and should be challenged
by the comptroller general as a violation of the consumer-protection law.
Meanwhile, a private-sector reorganization bill under debate in the Assembly promises to add to
the friction. The Ley de Organizacion, Competencias y Procedimientos del Ejecutivo, which received
preliminary approval in the Assembly in late March, would abolish three ministries and transfer
their functions to other government agencies. Sandinista legislator Monica Baltodano charged
that the bill would result in the firing of 3,000 state workers. [Sources: Xinhua, 03/19/98; La Prensa
(Nicaragua), 01/16/98, 01/16/98, 02/16/98, 02/27/98, 03/04/98, 03/24/98, 03/28/98]
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